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Selection of a Basic Stock 
Assortment 


Witiiam A. GLAccUM 


Scientific merchandise selection will always be the chief problem of 


the merchant. Here are five tests 
putting it 


ERY often the average storekeep- 
V er looks enviously at the success- 
ful merchant, and rather sourly points 
out reasons why his competitor’s de- 
gree of success is so much greater. His 
complaints generally run along these 
lines: “His store is no better than 
mine but his community is busier”: 
“He has a better location”; “My cir- 
cumstances are different,” or, “He is 
getting all the breaks.” An investiga- 
tion of the average independent stores, 
operated by other average storekeep- 
ers over a large territory, brings out 
facts that are final and conclusive. 
These can be condensed into a single 
comparison—the difference between a 
storekeeper and a merchant. And a 
great many differences can be found 
in that comparison. Giving both the 
storekeeper and the merchant equally 
good locations, modern layouts, at- 
tractive displays, and the same yearly 
volume of business, it would still be 
very easy to recognize each gentle- 
man. Simply examine the merchan- 
dise stocks carried in their individual 
stores. 

In this day of highly competitive re- 
tailing, impressive measures are need- 
ed to attract and hold the attention of 
the public, and to make a certain 
volume of business produce a substan- 


to be applied to every item before 
into stock. 


tial profit. It is not enough carefully 
to consider location, store operation, 
and store layout. The all-important de- 
tail of merchandising should have its 
share of attention, for here is where 
the difference between success and 
failure in retailing begins. 

Need for Merchandise Control 

The day of haphazard buying in 
large quantities for the sake of low 
prices has gone by. Every item pur- 
chased for resale should be weighed 
with judgment. Every merchant should 
know what items are wanted in a re- 
tail store and what items customers 
demand and will buy if put on dis- 
play. It is an appalling fact that near- 
ly 50 per cent of the average store’s 
merchandise investment consists of 
dead and useless stocks. These stocks 
are the accumulation of years of un- 
scientific buying and merchandising. 
The large department stores in urban 
areas can afford to carry great assort- 
ments of popular, wanted items. Their 
sales volume is entirely dependent on 
their merchandise. How can the small 
retailer hope to carry similar stocks 
with his limited capital and display 
space? It is quite impossible for him 
to carry more than a small percentage 
of all the fast turning, wanted items 
necessary. Therefore, the average 
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storekeeper is forced to do two things 
if he ever hopes to compete with the 
successful merchant. First, he must 
buy only the wanted items, and second, 
he must spread his investment over as 
many of these wanted items as can be 
accommodated in his store. 

The greatest mistake made by store- 
keepers is in thinking of their stores 
as units. A main thoroughfare may 
be visualized as a unit, but hundreds 
of different types of cars move swiftly 
and surely over its smooth surface to 
their destinations. So it is with a 
store that is stocked with fast turn- 
ing, wanted items. The real merchant 
knows what the fast moving items are, 
and he spends his time and capital 
keeping these stocks complete and 
well balanced. This ability is the re- 
sult of a sound knowledge of facts 
regarding good merchandising. The 
problem is to impart this knowledge 
to the average storekeeper. 


Five Tests for Basic Stock 

A retailer can no doubt give various 
reasons why he purchased a certain 
article and why he thinks it will sell. 
But no matter how seemingly convinc- 
ing these may be, there are only five 
factors that must be considered and 
understood before an item is accepted. 
These five points comprise a scien- 
tific test. Failure to pass this test 
should blackball any article of mer- 
chandise, whether it 
fails to pass one or all of these five 
points. If storekeepers heedlessly in- 
sist on stocking these items, they will 
find their departments out of price 
range, filled with shelf warmers, and 
helping to increase a terrible condi- 


regardless of 


tion that already exists in dead and 
The item is already 
labeled “‘markdown,” which means a 
decrease in net profits. In submitting 
his merchandise to this test, the store- 
keeper should take each individual 
item and go into conference with him- 
self as to its qualifications. The five 
factors to be considered are as follows: 

1. Is the item right as to kind; that 
is, size, style, color, shape, or weight? 
Many sizes can be carried, but which 
are fast turning? Was the item in 
style last year and will it sell this sea- 
son? Why carry a large assortment 
of colors when two or three are in 
demand ? Cer- 
tain shapes are being featured in a 
big way and therefore must be the 
right type to carry. Is the article too 
heavy or too light to be a wanted item? 

2. How much popular appeal has 
this item to sell in worth-while quan- 
tities ? 
item it loses public appeal. 


useless stocks. 


Is the shape correct ? 


If it is an expensive prestige 
The item 
may be low enough in price but there 
may not be enough people interested 
to warrant carrying it. 

3. How about the value of the item? 
It should be packed full of value to 
meet present-day demands. It must 
represent its money’s worth. If it does 
not represent good value for the price, 
it will not sell. 


4. Does it have a popular retail 
price? There are certain price ranges 
that are necessary. Respect for the 
public’s buying habits must be consid- 
Even 
though the value is good for the price, 


ered when marking for resale. 


the price may not be one that appeals 
to a large number of people. 
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5. This item may pass all the above 
tests but the unit of packing may be 
wrong. It may not make a clean and 
neat-looking display. The package 
may seem dull and unattractive. Such 
packing will not attract patronage. 

Three examples will illustrate the 
application of these factors: 

Bath salts packed. in one-pound 
cardboard may be the 
right type of merchandise, may have 
real value, and sell at a popular price, 
but they lack popular appeal and have 
not the right packing. They fail to 
pass two of the five tests. 

Men’s dark brown dress shirts at 
$1.55 are the right type and may have 
correct packaging, plus real value, but 
they will not sell because the price is 


containers 


not a popular one and they have little 
or no popular appeal. 

A fly swatter at 10 cents passes all 
points of the test, but if retailed at 15 
cents, it is no longer a real value and, 
hence, will fail to pass one of the im- 
portant factors. Even if 15 cents is 
a popular price for a swatter, the item 
that might reasonably retail at 10 
cents is not a good value at 15. 

Results of Model Assortments 

After an item has passed the tests 
and has proven its general popularity, 
it becomes a basic stock item. The 
chain stores and large department 
stores have done the work of testing 
their merchandise, and it will not be 


difficult for the average storekeeper to 
know which are the basic stock items. 
These large firms have assembled in 
their stores all of the basic items and 
from them have built up a basic check- 
ing list. By frequent checking of 
stocks they can keep these articles con- 
stantly on display, getting a good turn- 
over, a satisfactory sales volume, and 
a greater net profit. 


The hardest obstacle that the store- 
keeper has to overcome in order to 
achieve the success of his more effi- 
cient competitor is a personal one. He 
has always felt his importance as the 
proprietor of the store. He is lord 
of all he surveys. He likes to be 
thought of as a shrewd, smart buyer, 
and that he alone knows what his cus- 
tomers want. He forgets that pri- 
marily he is in business to sell. The 
direct objective of business is selling 
and it is through selling that profit is 
realized. Selling demands the best ef- 
forts of the store management and the 
sales force at all times. Selling should 
no longer be considered as secondary, 
as an afterthought of buying. Slow- 
moving, profit-killing items must be 
thrown out and the foundation of suc- 
cess built on the fast-selling, profitable 
ones. 

With a definite plan based on a 
sound system, the average storekeeper 
will find himself in the class of the 
successful merchant. 
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‘Buying and Merchandising ‘Division 


Budgeting Sales and Stocks in Units 


H. X. SALZBERGER 


Many control systems merely collect facts. A scientific procedure for 
actually planning open-to-buy in terms of units is presented here— 
a procedure adapted to fashion goods. 


SSEMBLING and recording opera- 
A tions by units, plus the actual use 
of this information, is unit control. 
Buying and selling have always been 
in units. Therefore, the planning of 
operations by units is the next logical 
step. Many stores are already doing 
this to some extent. 

The question is raised as to how 
much dependence, for planning pur- 
poses, can be placed on past unit per- 
formance. There are some factors, 
even in ready-to-wear sections, that 
remain fairly constant from year to 
year. Under normal conditions, the 
proportion of pieces of each size sold 
and the proportion of pieces at each 
price line sold vary little from year 
to year. A proper system will gather 
and tabulate these sales and _ stock 
figures in units just as the controller’s 
office computes these figures in dollars. 


Past Sales by Price and Classifica- 
tion 

To illustrate: Assume a misses’ 
dress department selling dresses at 
three price lines: $29, $39, and $49. 
Figures compiled by the unit control 
show that in the month of September 
of the previous year, or average of 


previous years, 800 dresses were sold 
at $29, and that in October 600 were 
sold. It is not enough to know that 
800 pieces were sold, but also what 
types they represented. Assume three 
distinct classifications of dresses: (1) 
afternoon or street, (2) Sunday night 
or formal afternoon, and (3) formal 
evening. Of the 800 dresses sold at 
$29, 500 fell into the “‘street’’ dress 
group, 200 into the “Sunday night” 
group, and 100 into the “evening” 
group. This proportion is not constant 
for the year; it changes from month 
to month. In October, the 600 sold 
were divided as follows: 300 “street,” 
150 “Sunday night,” and 150 “eve- 
ning.” 

For purposes of illustration, the 
plan will be adapted to one price line 
within the classification: street dresses 
at $29. According to the figures quoted 
above, it is within the store’s ability to 
sell 500 street dresses in September (a 
five-week month) and 300 in October 
(a four-week month). The rate of 
sale, then, is 100 a week in September 
and 75 a week in October. If a sales 
increase is planned, these weekly sales 
figures can be adjusted directly with- 
out the use of a dollar budget. In this 
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illustration, mo increase will be 


planned. 
Planning Unit Stocks 


A study of past performance will 
show the rate of stockturn obtainable. 
Assume in this case a turn of 13 times 
a year. That means an average stock 
equal to four weeks sales. On this 
basis the average stock the first week 
in September should be 400 dresses ; 
the second week the same; the third 
week, 375; the fourth week, 350, etc. 
(In the third week, the control oper- 
ator is already planning for one week 
of October; in the fourth week, two 
weeks of October, etc.) 

It is not enough to plan an “average 
stock” figure. An “on order” or com- 
bined ‘‘on hand” and “on order” figure 


September 

lst week 100 
2d week 100 
3d week 100 
4th week 100 
5th week 100 


October 
Ist week 75 


0.0. 
175 


O.H. 
ya 
| 

| 

| 


0.0. 


150 
3d week 75 


4th week 75 


2d week 75 \ 


A report from the unit-control of- 
fice once a week would be necessary 
for the 


to show accumulated sales 


month, stock on hand, and stock on 


must be planned, based on the deliv- 
ery period involved. A two weeks 
delivery period will be assumed in 
this case. The planned figure for “on 
hand” and “on order,” then, will in- 
clude an amount equal to six weeks 
selling supply. This is constantly varied 
by “ups” and “downs” in planned 
sales, a figure based on past experi- 
ence. The original figures will then 
read like this: In the first week of 
September there should be a four 
weeks supply (400) “on hand” and a 
two weeks supply (175) “on order ;” 
in the second week, the “on hand” 
should be 400 and the “on order” 
150; in the third week, 375 “‘on hand” 
and 150 “on order,” etc. 

In tabular form, the quantities ap- 
pear as follows: 


375 


O.H. 
350 
0.0. etc. 
150 
0.0. 
is 


order. By comparing the actual sales 
with the planned sales, the planned 
sales for the balance of the month 
can be tempered by what is actually 


happening. 








72 BUYING AND MERCHANDISING DIVISION 


Planning Unit Purchases 


The next step is to plan purchases 
each week, for there can be no stock 
control except through a control of 
purchases. Planning this figure week- 
ly will allow for a continued inward 
flow of fresh stock. For the first 
week of September, an “on hand” plus 
an “on erder” figure of 575 was 
planned. The actual figure, shown on 
the weekly report, may total to 425. 
The buyer should then be instructed 
to place orders for 150 pieces of street 
dresses at this price. This is the dif- 
ference between the planned and 
actual figures. 

At the end of the second week there 
should be 550 pieces on hand and on 
order but the actual commitments may 
be 475. The buyer should be in- 
structed to buy 75. This same proc- 
ess goes on every week, for each price, 
in each classification. 

The weekly open-to-buy figure thus 
computed does not mean that only new 
items should be placed against it. It is 
used also to fill in reorder numbers of 
wanted materials in colors and sizes. 
Each allotment must be used up com- 
pletely in the week it is given or stock 
will be insufficient to meet the calcu- 
lated demand. 


Steps in Unit Budgeting 


The steps in this unit budgeting 

system may be outlined as follows: 

1. Plan sales by months in each 
price line of each classification, 
based on accumulated facts of 
previous periods. 

2. Divide this figure into weeks. 
(This step is unnecessary where 


past records have been accumu- 
lated by weeks.) 

3. Prepare tables of quantities need- 
ed each week, in advance of the 
issuance of weekly unit-control 
reports. These are based on 
turnover and assortment require- 
ments. 

4. After unit-control reports are is- 
sued, compare planned and actu- 
al sales figures to date and ad- 
just “planned stock needed” fig- 
ures according to observed trends. 

. Plan a purchase figure based on 
adjusted quantity needed and 
actual quantity on hand and on 


wn 


order. 

6. Issue a copy of the plan and pur- 
chase figure to the buyer and 
keep a duplicate copy. 

7. As orders come through during 
the week, deduct them from the 
planned purchase figure. 

do not 

come through at times specified, 
call them to the buyer’s attention 
and insist on purchases being 
made. 
Results of Plan 
The results of such a plan of opera- 
tion are manifold. They are: 
1. A proper proportion of units at 
each price within each classifi- 
cation 
. A sufficient quantity of mer- 
chandise to care for sales needs 
3. A constant readjustment of plans 
based on actual trends 
4. A continuous inflow of 
new stock 
In conclusion, by planning opera- 
tions in units, based on unit-control 


8. In cases where orders 


bo 


fresh, 





nu- 


ed- 
the 
rol 
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information, it is in many cases pos- 
sible to substitute unit plans for dollar 
plans, provided past experience in 
terms of units is available. 


a 


PRIVATE BRAND MER- 
CHANDISE IN A DRUG 
DEPARTMENT 


The drug department in a depart- 
ment store is undoubtedly, the best 
place to make a study of private brand 
merchandise. There are so many items 
in this department that can readily 
and economically be put up under pri- 
vate brand. The drug department in 
each of the larger department stores 
carries its own line of private brand 
merchandise. The more common of 
the items in this line are epsom salt, 
bicarbonate of soda, borax, boric acid, 
and many other well-known products. 
These products are easily put up under 
private brand because the product is 
standardized and can be purchased in 
bulk at low prices. 


The more enterprising of these drug 
departments have gone farther than 
merely packaging a standard product, 
and have developed their own labora- 
tories or factories where products that 
require blending, mixing, or com- 
pounding are made under their own 
labels. The raw materials for private 
brands are obtained from _ several 
sources. In some instances large man- 
ufacturing druggists who have their 
own lines of nationally advertised mer- 
chandise will sell their products in bulk 
to the department stores to be put up 
under private brand. Sometimes these 


large manufacturers will put up their 
products in their own factories under 
the brand of a department store. 

The private brand is an attractive 
line in a drug department, because it 
ensures a good markup and offers the 
customer a high quality product at a 
lower price. The comparatively small 
operating costs make it possible in 
many instances for the small private 
laboratory or factory to manufacture 
products at a much lower cost than 
that of the large factory which is bur- 
dened with a heavy overhead, adver- 
tising, and selling cost. 

The presence of a large assortment 
of private brand products on the 
shelves in a department does not al- 
ways indicate a profitable line of mer- 
chandise. Frequently, the department 
manager will overestimate the possi- 
bilities of a product and bring in items 
under his own brand that do not move. 
Before a new item is ..dded to the line 
of private brand merchandise, the de- 
partment manager must be certain that 
the fundamental requisites of a suc- 
cessful private brand are present. 


Essentials for Successful Private 
Brands 


First of all, the private brand must 
be able to satisfy a demand. If it is 
a new product, there must be a recog- 
nized need for it. If it is a product of 
a type already carried in the depart- 
ment the demand for that type of mer- 
chandise must be great enough to jus- 
tify the introduction of a competitive 
item. To be profitable, the private 
brand must be sold in such quantities 
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as to justify the expense incurred in 
having the product made. 


The private brand must have un- 
questioned quality. In a drug depart- 
ment, the quality of a product can be 
ensured by the use of the U.S.P. or 
the N.F.,V. The former, the United 
States Pharmaceupea, gives the more 
important drug formulae that repre- 
sent accepted standards of quality and 
purity. The N.F.,V, the National For- 
mulary, Fifth Edition, lists less im- 
portant formulae that have been re- 
moved from the U.S.P. at its revisions 
every ten years. 


The private brand merchandise must 
be attractively packaged and labeled. 
It must have the right quantity at the 
right price. The packaging of the 
product often determines the success 
of the private brand. A neat, well-ap- 
pearing package in the right quantity 
is already half sold. To induce a cus- 
tomer to buy the private brand instead 
of a competitive item, the quality also 
must be equal to or better than that 
of the competitive item. In addition to 
this, the appeal to the customer must 
be on a basis of price. The private 
brand should offer a larger quantity 
at the same price or the same quantity 
at a lower price or both. Only when 
one of these two factors is present in 
a private brand can the customer recog- 
nize the greater value, assuming, of 
course, that the quality is right. In 
the case of a competitive item the col- 
or, taste, odor, and appearance of the 
private brand must be as nearly like 
that of the competitive item as pos- 
sible. 


Competitive Items 

Private brand merchandise is grouped 
into two major classifications. These 
are competitive items and created 
items. 

Just three and a half years ago, the 
drug department in a large New York 
department store introduced a milk of 
magnesia under its own label. There 
were already two leading nationally 
advertised brands being sold in the de- 
partment in large quantities. The new 
item was brought in as a U.S.P. prod- 
uct. The quantity of the new item was 
the same as that of one competitor and 
almost equal to that of the other. The 
price, however, was considerably low- 
er. In one and a half years this de- 
partment was selling 400 of the private 
brand each week and today the rate is 
800 each week. The appeal to the cus- 
tomer was on a basis of equal quantity 
and quality at a lower price. 

In this case, as in all cases where a 
new item was added to the line of pri- 
vate brands, the salespeople in the de- 
partment were given the talking points 
about the product which made it easier 
to sell. They were also shown the best 
methods of introducing the new prod- 
uct to the customer. This same depart- 
ment has at the present time 146 dif- 
ferent items, all of them successful, in 
its line of private brand merchandise. 
This line includes a regular line of 
drug items, face powders, lip sticks, 
rouges, creams, lotions, soaps, rubber 
goods, bath powders, tooth pastes, 
razor blades, shaving cream, etc. 

About two years ago, this depart- 
ment introduced a palm and olive oil 
soap under its own label to compete 
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against a nationally advertised brand 
of soap. Six months after the intro- 
duction, the department was selling 
25 cases of the nationally advertised 
soap and 6 cases of the private brand 
soap each week. Today it is selling 5 
cases of the competitive brand and 25 
cases of its own soap each week. These 
figures indicate that the private brand 
is actually being sold instead of the 
competitive item since about the same 
total number of cases is now being sold 
as was sold two years ago. It is quite 
evident that the success of this private 
brand item was due almost entirely to 
the efforts of the selling force who 
were offering the same size, quantity, 
quality, color, and odor as the com- 
petitive item but for less money. In 
another instance, a privately branded 
mouth wash, selling at the rate of 300 
a week, was increased to 1200 a week 
by two means: first, by packaging six- 
teen-ounce rather than fourteen-ounce 
bottles and second, by getting the sup- 
port of the salespeople. The price was 
eight cents below the competing na- 
tionally advertised product. 

One more example will illustrate 
what can be done with a competitive 
private brand item in a department: A 
nationally advertised razor blade was 
being sold in large quantities in a de- 
partment when the same style blade 
was first introduced under a private 
brand. Due to the low price and 
the work of the salespeople in the de- 
partment, the sales of the private brand 
blade were equal to those of the na- 
tionally advertised blade within six 
months ; and within two years the pri- 
vate brand was so far outselling its 


competitor that the competitive blade 
was discontinued. The customer was 
offered the same quality and quantity 
at a lower price. 


Created I:ems 


There are two types of created items: 
one is the new idea or item that meets 
a new and unsatisfied need, and the 
other is the styling or adaptation of 
merchandise to meet the needs of a de- 
partment, or to satisfy a new demand. 

The retail store is closer to the con- 
sumer and is in a better position to ob- 
serve the trends in consumer demand. 
This is usually the source of informa- 
tion for all created items. In the case 
of a created item the competitive ele- 
ment is removed. Consumers buy from 
other incentives than price. A created 
item which actually meets an existing 
need is the best kind of private brand 
merchandise since its sale is almost 
ensured. 

There are many items in a drug and 
toilet goods line which cannot at once 
be included in the regular line in a 
drug department. They may not be the 
type of item already in the assortment, 
or they may not fit into the price line. 
Such items, however, with some 
changes can be adapted to the line of 
merchandise carried. Such an item 
can be classed as a private brand since 
the changing has actually created a new 
item. Frequently a vender will offer 
merchandise which is too low in price 
to be taken into the regular line of the 
department because handling and sell- 
ing costs may represent too large a pro- 
portion of the total retail price. By 
improving the quality of the product or 
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by increasing the quantity offered, the 
item can be brought into the depart- 
ment at a higher price and will more 
readily fit into the regular line of mer- 
chandise. The same is true when the 
price of the vender is too high for the 
type of merchandise in the regular line. 

Merchandise already carried in a 
department may be adaptable to meet 
a new demand. A certain department 
already carries an epsom salt of U.S.P. 
quality put up in a five-pound sealed 
tin container. When the demand came 
for a bathing epsom salt, this depart- 
ment offered the same epsom salt put 
up in a five-pound bag. The lower 
cost of packing made it possible for 
the department to sell this product at 
a lower price than the regular epsom 
salt. 

Summary 

In conclusion, private brand items 
are profitable only when all factors 
relative to their sale are considered. 


These factors are: 

1. Salability—The demand for that 
type of merchandise must be great 
enough to justify the introduction of 
a competitive item. 

2. Quality—The private brand must 
have apparent and unquestioned qual- 
ity. 

3. Quantity—The brand 
must be of the right quantity. It must 
offer the same quantity at a lower price 
than the competitive item or a larger 
quantity at the same price or both. 

4. Appearance—The private brand 
must be attractively wrapped and 
labeled. The package must be sugges- 
tive of the quality of the product. 

5. Price—The price of the private 
brand must be considered when the 
new item is planned. The price must 
allow for a good markup and still be 
in line with the price of competitive 
merchandise. 


private 


A. H.- Parry 
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Comparative Prices 


Cuarces M. Epwarps, Jr. 


A policy in regard to comparative prices is important today with the 
need to emphasize sales promotion in maintaining sales volume. Here 
is a complete statement of both sides of the case. 


ESPITE the satisfaction derived 
from securing a bargain after 
“haggling” and “bickering” with the 
keeper of a typical shop in any of sev- 
eral European cities, one goes away 


from the place of purchase wondering 
if, after all, he has secured a real bar- 
gain. A short distance from the store 
the purchaser begins to think that he 
might have bought the article for two- 
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thirds the price originally asked, 
rather than the three quarters that he 
paid. A few minutes later he arrives 
at his hotel. Then comes the blow. 
All the joy is taken out of life when 
he learns that his traveling companion 
has bought the identical article at the 
same shop for fifty lire less than he. 

Mrs. Earlybird comes into your 
store today and buys a copy of the 
Patou evening gown that you are fea- 
turing at $125. Two weeks later she 
meets her next-door neighbor at the 
Charity Ball and finds that she, too, 
is wearing a Patou copy. The entire 
evening is ruined when Mrs. De Lay 
informs Mrs. Earlybird that she 
bought her dress the day before at 
an advertised sale for the greatly re- 
duced price of $89.50. Not only is 
the evening ruined, but a dissatisfied 
customer is made, a customer whose 
confidence in your store is_ badly 
shaken. 


Nature of Comparative Prices 

As used in this paper, the term 
“comparative price” refers to the com- 
parison of the latest price in the store 
with the former price at which the 
article was offered, or with the pre- 
vailing price in competing stores. It 
also conveys the meaning that the 
thing advertised is of greater value 
than the new price indicates. 

The choice between the policy of 
making permanent customers and that 
of securing present sales volume is 
practically the same as the choice be- 
tween the policy of not using com- 
parative prices and that of using them, 
thereby increasing present sales vol- 
ume. In fact, it is questionable whether 


& 


or not the use of comparative prices 
does bring present volume. 

Despite the fact that the advertis- 
ing and sales managers of leading re- 
tail establishments of the country de- 
cry the use of comparative prices in 
advertising, many do not practise what 
they preach. In order to determine 
just how prevalent the use of com- 
parative prices is, the writer recently 
made an informal survey, covering a 
period of about one month, of the ad- 
vertising of twenty-one metropolitan 
retail stores, among which were in- 
cluded seventeen department stores 
and four specialty shops, all of them 
outstanding in their field. Of these 
stores, nineteen used comparative 
prices frequently, whereas the two 
remaining firms, both department 
stores, never quoted them. Instead of 
stating comparative prices for adver- 
tised merchandise, these two stores 
confined themselves to such phrases 
as: “Repeating a very special value at 
$19.98”; “Specially priced at $425”; 
“Greatly reduced,” etc., without nam- 
ing the former price. 


Advantages of Comparative Prices 

Properly used, price furnishes one 
of the most useful classes of store 
news for retail advertising. Compara- 
tive prices are effective in moving 
goods quickly. Like alcoholic beverages, 
they are not objectionable in them- 
selves. It is their imprudent use, their 
overuse, and their abuse that causes 
them to be condemned. Just as alco- 
hol in the hands of an intemperate 
drinker breeds trouble, so compara- 
tive prices in the hands of an unwise 
advertising man have harmful effects. 
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In spite of all that is said against 
the use of comparative prices, there 
are many advertisers who still cling 
to them. The advantages that they 
claim for comparatives have some 
merit. 

1. Comparative prices move goods 

more quickly, for: 

a) People are always anxious to 
benefit from real bargains. 

b) Comparatives help to decide 
buying at once, while the savings 
are available, instead of deferring 
purchases. 

2. To those who know, the com- 
parative prices are their own 
statement of value and people 
get a great deal of satisfaction 
out of “shopping” the adver- 
tisements as well as the stores. 

3. People of average means are 
vitally interested in price in de- 
termining their purchases. 

a) Comparative prices offer a 
good method of indicating sav- 
ings to them. 

4. Comparatives can be applied with 
assurance of truthfulness. 

a) With adequate research, com- 
parison bureaus, and divisional 
merchandise staffs, comparative 
prices can be accurately checked. 


Disadvantages of Comparative 
Prices 


There is a tendency on the part of 
the better stores, however, to estab- 
lish a policy of not using comparative 
prices in their advertising. A sum- 
mary of the disadvantages they at- 
tribute to their use follows: 


1. Comparative prices give the pub- 


lic the impression that previous 
prices were too high. 

a) People feel that, if the prices 
are true as stated, an exorbitant 
profit was made originally. 

b) Drastic reductions are not 
believed. Nobody is convinced 
that a store is selling merchan- 
dise at a loss, or for a reduced 
price when it can get more. 


. The public loses confidence in 


stores using comparative prices 
because such statements are so 
often exaggerated and mislead- 
ing. 

a) People are unlikely to believe 
comparatives because they are 
misused by so many stores, even 
though some may be offering real 
bargains. 

b) The multiplicity of terms 
used in stating comparative prices 
is confusing. 

c) Suspicion is created that the 
merchandise was marked up to 
anticipate markdowns. 

d) Continual price offerings im- 
ply a “cheap” store, or possibly 
“fake” sales. Consequently, peo- 
ple grow skeptical. 


. Cheaper price means to the ma- 


jority of people cheaper mer- 
chandise. 

a) The public is inclined to think 
that inferior articles have been 
substituted for the regular mer- 
chandise. 

b) Suspicion is created that 
slow-selling merchandise is mixed 
with special-purchase merchan- 
dise unfairly. 


4. Comparative - price statements 
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tend to focus the attention of 
prospective customers on price, 
rather than on the intrinsic worth 
and quality of the merchandise. 
a) The constant offering of re- 
ductions makes the public un- 
willing to pay the regular prices. 
b) The frequent use of com- 
paratives eventually causes people 
to react in the same manner as 
they do to “high-powered sales- 
manship.” In time, they build 
up sales resistance. 


. To. those people who know 
values, comparative statements 
are unnecessary. 

a) Women, who do 80 per cent 
of the buying in retail stores, 
know values when they read of 
or see them, without depending 
upon comparative-price _ state- 
ments. Furthermore, they do 
comparative shopping and are 
thus aware of bargains. 

b) To those people who do not 
know values, comparative prices 
are “bait.” 


. Comparative prices cannot be 
checked properly. 

a) What seems an unusual value 
to one person does not seem re- 
markable to another. 

b) It is extremely difficult, and 
in many cases impossible, to 
compare offerings with those of 
all competing stores. 

c) The fluctuation of prices fre- 
quently makes it difficult to state 
correctly current price changes. 


. By eliminating comparative 
prices, advertising can be made 


more interesting and selling more 
effective. 

a) Price advertising is that 
which follows the line of least 
resistance because it is easier to 
prepare. 

b) When  comparatives are 
barred, more thought will be 
given to the merchandise and 
less to price, thereby making the 
advertising more informative and 
more readable. 

c) Descriptive advertising in- 
structs salespeople in the use of 
real selling points, thus making 
their efforts more productive. 


. A saving can be effected in the 


advertising appropriation by the 
elimination of comparative prices. 
a) By discontinuing the use of 
comparative prices an average 
saving of .9 per cent was brought 
about in the advertising appro- 
priations of a number of stores. 
A saving of $9,000 was, there- 
fore, made on every million dol- 
lars worth of merchandise sold 
by these stores. The advertising 
of one store was made so much 
more convincing and_ readable 
that sales steadily increased at 
more than the normal rate, al- 
though a decreasing percentage of 
sales was spent for advertising. 
A drop from 3.1 per cent to 2.2 
per cent in the advertising cost 
of this store represented a con- 
siderable saving. Assume that 
the store did an annual business 
of $10,000,000. The saving thus 
effected would have amounted to 
$90,000. If thus sum had been 
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devoted to giving customers bet- 
ter values and service, far more 
good will would have been 
created than if the store had 
spent the same amount trying to 
convince the public with com- 
parative-price advertising that it 
was offering bargains.’ 


Attitude of Consumers 


An interesting opinion was ex- 
pressed by a representative customer 
in answering a questionnaire sent out 
by the Boston Better Business Bureau. 
This person said: “Cut it all out and 
reliable firms would still do business.” 

In summarizing the answers of 500 
persons to this same questionnaire, it 
was found that the information given 
in an advertisement was considered to 
rank in the following order of im- 
portance : 

1. Price 
News 
Suggestions for use 
Style information 
. Comparative-price statements 

This summary indicated clearly that 
the “average” customer of Boston 
considered comparative prices of least 
importance among the five facts men- 
tioned. 

In a survey made by the Better 
Business Bureau of Des Moines, Iowa, 
it was found that 65 per cent of the 
people questioned disbelieved com- 
parative prices, whereas only 35 per 
cent believed them. Surely these fig- 
ures are significant to those who wish 
to realize the fullest benefits from 
their advertising. 


yaep 


1 Daniel E. Starch. Principles of Advertisina. 
Page 448. 


A similar survey showed the fol- 
lowing opinions about comparative 
prices in Louisville, Kentucky. 

Truthful—4 per cent 

Exaggerated—42 per cent 

Misleading—37 per cent 

False—17 per cent 


Recommendations 


As a result of its survey, the Bos- 
ton Better Business Bureau made 
three general recommendations : 

1. Markdowns 

a) In stating markdowns, quote 
the last previous price. 

b) “Former price” or “former- 
ly” shall refer to the last price 
in effect immediately before the 
sale. 

c) “Originally” and “original 
price’ shall be used to refer to 
the first price of the current 
season. 

2. Temporary Reductions 

a) “Our regular price”. or “reg- 
ularly” shall indicate the price 
at which the merchandise sells 
regularly and to which the mer- 
chandise will be returned at the 
close of the sale. 

3. Special Purchases 

a) Describe merchandise bought 
at a special-purchase price as 
“special price” or “special pur- 
chase at price reduction.” 

b) If comparative price is used, 
describe the offering as “Usual- 
ly ” or “Usual Grade.” 

These recommendations are similar 
to those incorporated in the Standards 
of Practice Recommended for Retail 
Advertising, formulated by the Sales 
Promotion Division of the National 
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Retail Dry Goods Association and ap- 
proved by the Board of Directors of 
the Association. 

In Everett, Washington, the com- 
munity has resorted to legislation to 
ensure truthful advertising statements. 
It prohibits the use of “Values up to 

” in advertising miscellaneous 
collections of merchandise. 

If some stores wish to continue the 
use of comparative prices, even after 
the evidence against them has been 
presented, it would be well to bear in 
mind the following facts. 

1. Belief in comparative prices de- 
pends upon the reputation of the store 
in the community. 

2. The “why” of special or reduced 





prices is always important in con- 
vincing readers of the truthfulness of 
statements. 


3. Comparative prices are more 
likely to be believed in the case of 
clearances and markdowns. 


4. Comparative prices are more 
credible when the advertising is based 
upon, and names, conditions within 
the store. 


5. The prices are more believable 
when used to apply to regular mer- 
chandise of a known standard of 
value. 

6. Comparatives indicating reduc- 
tions in the price of style goods are 
more easily believed. 


cAccounting and Control Division 





Revised Computation of Stock 


Turnover 


ELMER O. SCHALLER 


A revision of the method of figuring stock turnover should follow from 
a mathematical demonstration proving the inaccuracy of the current 
method. 


Ww merchants first had their 
attention called to the import- 
ance of stock turnover, the prevalent 
method of computing the rate of turn- 
over was to take the ratio of net sales 
to average inventory at retail, the aver- 
age inventory being an average of the 


inventory at the beginning of the year 
and the ending inventory. Although 
it was thought that an average inven- 
tory so attained was a fairly represen- 
tative figure, it was not so, actually, 
as the inventories at the beginning and 
end of the year are usually consider- 
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ably below the average. Retailers re- 
duce their inventories at the end of 
the year, with the result that their rate 
of stockturn so derived was higher 
than the facts warranted. 


Averaging Monthly Inventories 


The introduction of semiannual in- 
ventories made the computed stockturn 
rate more accurate, but the inventory 
at the middle of the year is also less 
than the average. More recently, 
monthly inventories—sometimes physi- 
cal inventories, but more often esti- 
mated physical inventories figured by 
the use of the retail method of inven- 
tory—have made stock turnover fig- 
ures increasingly accurate. 

Those stores which have estimated 
physical inventories available monthly 
frequently arrived at an average in- 
ventory by adding the twelve first-of- 
the-month stocks and dividing by 
twelve. Subsequently, it was discov- 
ered that this twelve-inventory method 
did not include an inventory taken at 
the end of the twelfth month. There- 
fore, thirteen inventories were aver- 
aged—the twelve first-of-month stocks 
plus ending inventory. Since it is a 
principle in statistics that the more 
frequent the inventories, the more ac- 
curate the average, it was thought that 
the thirteen-inventory-average method 
was a better one than the twelve-in- 
ventory one. Also, thirteen inventor- 
ies represent a complete cycle of a year. 
If the fiscal year starts February 1, 
the average desired is not from Feb- 
ruary 1 to January 1, but back to Feb- 
ruary | of the following year. 


Error of Thirteen-Inventory Aver- 
age 

Although the thirteen-inventory av- 
erage is the one in current use, its 
accuracy is questioned. In fact, it can 
be proven to be a mathematically in- 
correct average. In order to demon- 
strate the falsity of the thirteen-inven- 
tory average, a simple example of 
varying monthly stocks for a period 
of a year will be used. For simplicity, 
the variations in stock will be uniform. 
They are not intended to be represen- 
tative of any type of store. 


Inventories 

Jan. 1 $ 5,000 July 1 $10,000 
Feb. 1 7,500 Aug. 1 7,500 
March 1 10,000 Sept. 1 5,000 
April 1 7,500 Oct. 1 7,500 
May 1 5,000 Nov. 1 10,000 
June 1 7,500 Dec. 1 7,500 

Dec. 31 5,000 


According to the above table of 
stocks, there is a uniform up and down 
movement of stocks from a low point 
of $5,000 to a high point of $10,000. 
There are three complete cycles of 
stocks from the lowest point to the 
maximum, a cycle taking four months. 
By inspection of the table, it can logi- 
cally be concluded that the average in- 
ventory is $7,500. The average of a 
series having such uniform variation 
must be midway between the high and 
low points, or $7,500. 

Applying the  thirteen-inventory 
method to the same data, the average 
does not result in $7,500. The inven- 
tories add up to $95,000. The average 
then is $7,307.69, which is obviously 
not a true average. 

The reason why the average is un- 
derstated is that while there are three 
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high points taken, there are four low 
points. Logically, the stock reaches 
exactly the same number of low points 
as high in such a uniform series. 


Correct Method of Averaging 
Stock 


A mathematically accurate average 
necessitates a daily average of inven- 
tory. Although this is impractical, the 


1 /¥eb. 1 st. + Mar. 1 st. 


Mar. 1 st. + April 1 st... 


accuracy so obtained can be approxi- 
mated by taking the average of the 
beginning and ending inventories for 
each month. The correct yearly average 
is an average of these twelve monthly 
averages. 

Since the average stock is the aver- 
age of the monthly average stocks, the 
formula may be set down as follows 
(fiscal year starts February 1): 





12 \ 2 


+ 


i 1 st. Feb. 1 st. 
_, Jan st. + Fe 8 
2 2 


This formula may be simplified as follows: 








1 Feb. 1 st. + 2X Mar. 1 st. + 2X Apr. 1 st.... 4 2X Jan. 1 st. 4+ Feb. 1 st. 
12 2 
Dividing by two for further simplification: 
1 Feb. 1 st. . . 
ID Mar. 1 st. + Apr. 1 st.... + Jan. 1 st. | 7 ie call tne Bee, =| ) 
2 


Thus, twelve inventory figures are 
averaged, one of which, in turn, is an 
average of the opening and closing in- 
ventories. All thirteen inventory points 
enter into the average, but the open- 
ing and closing inventories separately 
have only one-half the weight of each 
of the other eleven points. 

To illustrate further the simplicity 
of this method, assume the monthly in- 
ventories for the twelve-month period 
beginning February 1, 1930, are as 
follows : $4,000, $4,500, $4,600, $5,000, 
$4,500, $4,400, $4,200, $4,300, $5,000, 
$5,500, $5,800, and $4,600. Inventory 
February 1, 1931, is $4,500. 


The average inventory, then will be 
1/12 of $4,500 + $4,600 + $5,000 + 
$4,500 +, $4,400 + $4,200 + $4,300 
+ $5,000 + $5,500 + $5,800 + 
$4,600 + $4,000 + $4,500, or $4,721. 

2 
This compares with $4,685, when the 
incorrect thirteen-point average is 
used. 





Summary 
To summarize: (1) Twelve inven- 
tories cannot result in as accurate a 
yearly average as thirteen; (2) an 
average of thirteen inventories is also 
unsatisfactory unless weighted; (3) 
by the methods in current use, inven- 
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tory averages have been understated, 
resulting in inflated stockturn rate; 
(4) an accurate and simple method of 
averaging stocks is to add the average 
of the beginning and closing inventor- 
ies to the remaining eleven, and to di- 
vide by twelve; (5) this average re- 
tail stock is divided into the net sales 


in the usual manner. 
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STORES USING THE RE- 
TAIL METHOD OF IN- 
VENTORY 


When the income-tax law went into 
effect in 1917 it was found that a 
number of the larger and more pro- 
gressive stores were carrying mer- 
chandise inventories upon their books 
at retail rather than at cost. 

The initial markup percentage 
was then applied to arrive at the ap- 
proximate cost figure. Upon petition 
of the National Retail Dry Goods As- 
sociation, the Treasury Department is- 
sued a series of decisions recognizing 
the use of the method in income-tax 
returns. 

By 1923, 72 per cent of the stores 
of $1,000,000 sales volume or over 
which reported to Harvard and 106 
firms with volume under $1,000,000 
were using the retail inventory meth- 
od. It is generally believed that the 
majority of the large department stores 
and a large number of specialty and 
dry-goods stores make use of the re- 
tail method. There is available, how- 
ever, no data showing how widespread 
is the use of this method in the vari- 


ous kinds of retail establishments. 

An inquiry among various trade as- 
sociations disclosed that it is used to 
some extent in hardware stores, quite 
extensively in the men’s wear field, and 
that it can be adapted to use by gro- 
cery stores. At least one large drug 
chain uses this method. Chain systems 
as a whole find that the full retail meth- 
od is not well adapted to their needs, 
but employ various modifications. Two 
furniture stores in New York City 
are known to use the retail method, 
but to music merchants and jewelers 
the system is apparently almost un- 
known. 


Factors Limiting Use of Method 


One of the limiting factors to the 
practicability of the system is the size 
of the store. Professor Malcolm P. 
McNair of Harvard declares that in 
some instances the system operates 
successfully in stores doing $200,000 
to $300,000 volume. Mr. Sidney Car- 
ter of the Rice-Stix Merchants’ Ser- 
vice Bureau reports its use by stores 
in the $200,000 class, while Mr. Allen 
Sinsheimer of the National Associa- 
tion of Retail Clothiers and Furnish- 
ers declares that a $35,000 volume is 
the minimum below which the system 
cannot be used. 

The size of the store is not the only 
factor limiting the use of the retail 
method. As expressed by Mr. Nowlan, 
associate editor of the Retail Ledger, 
the practicability of the system is more 
a matter of the number of items car- 
ried in stock, the variation in the mark- 
up on these, and the frequency of the 
markdowns. There are some very 
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small stores which need the method 
badly and some fairly large ones which 
have relatively little need for it. In 
each individual case, it is a question of 
balancing the benefits derived against 
the cost of operating the system. 

Readers interested in the operation 
of the retail inventory method will 
find the income-tax requirements out- 
lined in I. T. Mimeograph No. 3077. 
Authoritative explanations appear in 
the Retail Method of Inventory by 
M. P. McNair, Retail Merchandising 
by James L. Fri, and Retail Buying by 
Brisco and Wingate. 

FRANK J. SHAMES 
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COST CODES 


Cost codes to determine the cost 
price of each article of merchandise 
were essential so long as a variable 
price policy was in vogue. The code, 
indicating the cost, represented the 
lowest price at which an article was to 
be sold and salesmen attempted to get 
as much more as possible. Their suc- 
cess was partly gauged by their ability 
to sell goods at high markups. 

Even today cost codes are used by 
the great majority of small stores; 
in fact, by all except those who use 
the retail method of inventory. But 
the reason for the code is not now to 
set a lower limit for bargaining, for 
retail prices are generally clearly 
stated and adhered to, but rather to 
allow the store to calculate profits ac- 
curately. Accurate information in 
regard to the cost or market value of 
inventory is essential for correct profit 
statements. 


Types of Codes 


Most codes in use are of one of 
four types. The first is composed of 
a word or phrase of ten letters, each 
of which represents a consecutive 
digit. A well-known code is MAKE 
PROFIT. The cost $8.25 would be 
written F A P. 

There is no end to the codes of this 
nature. The following are represen- 
tative: 

WORK AND LIC 

MONEY TALKS 

HARD TIMES X 

GLADSTONE X 

GOD HELP US X 

DU BIST FROH (German for 
“You are happy”) 

To avoid repeating the same letter 
twice, R is sometimes used for the 
second of two identical numbers, if it 
does not appear elsewhere in the code. 
For instance, in the case of the code 
MONEY TALKS, rather than writ- 
ing $2.55 as OYY, it may be written 
OYR. 

A second type of code is composed 
of symbols, one for each digit. Here 
is one: 


1/2]3 
4|5|6 
7|8|9 


The price $8.25 is written []LJ CJ 

In another, the number of lines in 
each symbol equals the number the 
symbol represents. For example, [7 
equals 3, [J equals 4, and(j_ 
equals 6. 

While symbol codes are easy to 
learn, they take more time to write 
than letters or numbers. 

A third type of code is to transform 
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the actual cost by addition, subtrac- 
tion, multiplication, or division, often 
placing an additional number as a 
prefix before the code. For example, 
the number 3 may be placed in front 
of the cost $8.25 and this amount 
added to each digit, dropping the tens. 
The code then appears 3158. If the 
prefix is 5, the code is 5370. The pre- 
fix used may indicate the year or 
month of purchase and thus act as a 
control over slow-selling merchandise. 

A variation where multiplication is 
used is to double the cost, putting a 
meaningless prefix in front. Eight 
dollars and twenty-five cents, then, 
may be writen 31650. The three has 
no significance except to make the 
numbers more difficult to decode. Di- 
vision may be used by taking one-half 
the cost, preceded by any prefix. Eight 
dollars and twenty-five cents, then, 
may be written 34125. The position 
of the decimal can generally be de- 
termined from the nature of the 
goods. All these mathematical codes 
are likely to lead to errors in decoding 
or in setting codes. 

A fourth type is composed of an 
arbitrary group of letters or numbers 
one of which is assigned to each cost 
price. No principle of orderly ar- 
rangement is followed in assigning the 
codes, and the only way to interpret 
them is to use a code book where the 
codes are recorded in sequence with 
the corresponding costs assigned to 
each. In a second section of the code 
book, the costs are arranged consecu- 
tively with the corresponding codes. 
While this type is not decipherable, its 
use requires the code book. This re- 
sults in delays in decoding. 


The Retail Method 

It will be seen that even the simpler 
codes are cumbersome. They take 
time to write or print and, even with 
the best of care, errors are likely to 
occur frequently. 

One of the great advantages of the 
retail method of inventory is that it 
does away with the need for cost 
codes, the retail price being sufficient. 
The retail method does not pretend to 
give an accurate cost figure for each 
item. But when the complement of 
the initial markup is applied to the 
total retail inventory, it does give a 
reasonably correct figure for the cost 
inventory in the aggregate. If infor- 
mation is required in regard to the ac- 
tual cost of individual items, refer- 
ence may be made easily to either the 
orders, invoices, or unit-control rec- 
ords. 

Again, the use of cost codes gives 
the original cost of the goods on hand, 
while what is required for profit figur- 
ing purposes is present value. Under 
the retail method, the derived cost fig- 
ure represents current market value, 
not actual cost. For instance, the initial 
(average original) markup on all mer- 
chandise handled may be 40 per cent 
of retail. In the closing inventory 
there may be on hand merchandise re- 
tailing at $90,000 that cost $60,000 and 
had an original retail value of $100,- 
000. -The complement of the initial 
markup is applied to the present retail 
value of $90,000, giving a derived cost 
of $54,000, $6,000 less than would 
have been obtained from cost codes. 
Markdowns of $10,000 on the inven- 
tory, indicating a 10 per cent shrink- 
age in retail value, are reflected in an 
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equal percentage of decline in cost 
value. 

While the retail method has a long 
list of other advantages over the cost 
method, from the standpoint of profit 
computation alone it allows easier and 


generally more accurate determination 
of cost value. It also provides a scien- 
tific method of depreciating the value 
of the inventory, something that was 
largely guesswork with codes that re- 
vealed only original cost. 





1930 CENSUS OF RETAIL 
DISTRIBUTION 
The initial report of the Bureau of 
Census on Retail Distribution ap- 
peared late in September. This first 


report is limited to one city, El Paso, 
Texas. The following preliminary 
summary is indicative of the work that 
is being done and that will be available 
for the whole country. 








Number Full-time Net % to Inventory Salaries 
Retail of Employes Sales Total at and Wages 
Stores (See Note) (1929) Sales Cost (Total) 
Automotive Group .......... 187 1,031 $12,746,821 25 $1,163,911 $1,361,678 
ee SD cineiieessaien 545 488 9,064,557 18 503,326 474,899 
General Merchandise 
ND scnisinibiiicieilincnnteiis 26 767 7,460,423 15 1,621,237 1,028,011 
Furniture and Household 
Appliances .......sc:ceceseceseee 51 367 3,820,413 8 786,909 580,251 
Apparel Group «0.0... 59 337 3,561,790 7 1,051,204 459,203 
Lumber and Building 
II -iscsuisiiinietiianeniiaiede 25 144 2,185,039 4% 306,525 200,618 
Eating Places ..............-.. 124 547 2,160,184 4% 40,966 381,569 
ee 52 276 2,033,108 4 388,670 295,477 
All Other Stores. ............ 211 815 6,910,818 14 1,564,891 987,088 





Preliminary Total ....1,280 4,772 $49,943,153 100 $7,427,639 $5,768,794 





NOTE: No service businesses, such as laundries and barber shops, are included. Part- 
time employees are not included in the count of employees, but the total of salaries and 
wages includes the entire payroll. The final reports will show the number of part-timers 
and their wages. They will also show the number of proprietors who are wholly or pri- 
marily engaged in the operation of their stores but who are not classified as employees. 
The abridged figures above do not provide the basis for correctly computing average 
wages, average sales per employee, nor rate of stockturn. 





The data has also been tabulated by 
nature of store ownership, the above 


stores being summarized as follows: 








Number 
Number Employees Net Inven- Salaries 
Kind of Business of (Full Sales tories and Wages 
Stores Time) 1929 At Cost (Total) 
Independent Stores of all Kinds ....1,186 4,069 $41,504,069 $6,178,262 $4,801,300 
Local Chain and Branch Systems 
eee 26 181 2,017,323 284,843 232,350 


National and Sectional Chains...... 68 


522 6,421,761 964,534 735,144 





























‘Personnel and Management ‘Division 


Labor Turnover in New York 


Metropolitan Stores 


O. Preston RoBINSON 


The labor turnover figures of eight leading New York stores and an 
outline of the scope of their personnel functions make this article of 
interest to all engaged in retail-store management. 


HE aim of the department-store 
T personnel manager is to maintain 
a loyal, economical, and efficient work- 
ing force and to train each employee 
in such a manner that the policy of 
the house will be carried out and cus- 
tomer good will created and main- 
tained. Obviously, the greatest ob- 
stacle in maintaining an adequate per- 
sonnel is excessive labor turnover. 
The replacement of avoidable separa- 
tions from the payroll is the cause of 
an important per cent of the total em- 
ployment expense in the store. In 
fact, the records of one store show 
that the expense of employing and 
training a new employee is $38.00. 
This is exclusive of the cost of main- 
taining other personnel and welfare 
functions and the loss in production 
due to inefficiency of the worker dur- 
ing the “learning period.” It has been 
estimated that the average cost of 
adding every new employee to a store 
is over $100.00. A knowledge of these 
facts emphasizes the value of any ef- 
fort which may aid in reducing labor 
turnover to the most profitable per- 
centage. 


’ Objectives of the Study 

Accurate information in regard to 
the facts of a problem is the first im- 
portant step towards its solution. The 
object of this report is to make a 
comparative study of labor turnover 
in New York, Brooklyn, and Newark 
department and specialty stores and 
the extent of the personnel activities 
in these stores. Another objective is 
to emphasize the need for the develop- 
ment of accurate and standardized per- 
sonnel records. The report is drawn 
up from detailed data received from 
eight stores. 

Although labor turnover may be 
calculated by the use of several dif- 
ferent denominators and numerators, 
the formula most generally accepted is 
the total number of separations di- 
vided by the average number of em- 
ployees on the payroll during the 
period. This formula is used in this 
study. 

Labor Turnover 


A comparative labor turnover study 
for selling, nonselling, and total em- 
ployees by discharge, lay off, and resig- 
nation classifications is shown in the 
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table. Averages of the per cent of dis- 
charge, lay off, and resignations were 
not attempted because of the inability 
of several stores to furnish the in- 
formation by classification. 


salespeople needed as compared with 
the number of nonselling employees. 

The data were also analyzed by 
months in order to determine the per- 
centage of voluntary separations and 


Turnover by Classification: Discharge, Layoff, Quits 


















































’ Selling, Departments Re | Nonselling Deparements _ 5 Total 
me Dischare Mey- | Quits | Total No "an| Ce. ||Discharbe -#¥- | Quits | Total ro cs ak 
F. | 669 | 1838 | 2849 | 5356 | 3636 va] 1156 | 3009 | 3029 | 7194} 6123} 117] 128 
E. 53; 82] 449) 584] 868 267|  102| 95] 343) 540| 858} 263]| 265 
B. | 1091 1464 | 1610 4165 | 1870] 222) 741 | 1912 | 1615 | 4268 2104 202|| 212 
c. “a —| —/ 1330 | 1008 12, _| —| —/ 1838} 1392} 132] 132 
D. _| —| —} 1733 | 1863 | 293 re —} —| 2613 | 2525 | 2103) 2123 
A. — | 496 243| 739) 873 35 _| 299 308 | 1045} 1274] 83) 83 
i. _| 00 | 511 | 1201} 790 12 _ | ism | 429 | 1006 | 1155] 113] 113 
jy. | ” aa _| 198 1307} 149) —| om — | 1741 | 1882] 90}) 115 
Av. | | | | a | 116]| 126 
ae oe 























1Includes discharges 
2Does not include Christmas extras 


The averages derived are slightly 
lower than those claimed for mer- 
cantile establishments as a whole. This 
may be due partly to differences in 
methods of calculation and partly to 
the fact that large metropolitan stores 
usually have well-organized personnel 
activities which have a positive effect 
on the stability of the working force. 

It is interesting to note that turn- 
over is lower among nonselling em- 
ployees than among salespeople. This 
may be partly explained by the fact 
that peaks in business usually have a 
greater effect upon the number of 


lay offs each month to the yearly total. 
This study disclosed the fact that on 
an average 5.4 per cent of all resigna- 
tions occur in January, 6.6 per cent in 
February, 6.7 per cent in March, 6.4 


per cent in April, 6.1 per cent in May, 


6.6 per cent in June, 5.7 per cent in 
July, 7.2 per cent in August, 13.0 per 
cent in September, 13.1 per cent in 
October, 9.0 per cent in November, 
and 14.2 per cent in December. The 
study of lay offs showed that the bulk 
of these occurred in December when 
67.3 per cent of the total lay offs for 
the year occurred. 6.1 per cent were 
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layed off in January while the other 
26.6 per cent was fairly evenly dis- 
tributed over the remaining ten months 
of the year. 


Personnel Functions 


In addition to the labor turnover 
data, the study brought out some in- 
teresting facts in regard to personnel 
functions. These activities in the 
stores are generally described under 
three headings, employment functions, 
training functions, and welfare func- 
tions. Common retail practices under 
these three classifications were listed 
in a questionnaire which was checked 
by the store executives. The follow- 
ing are the tabulated results of this 
study. 


Number of stores 
performing 


Personnel Functions these functions 


Vacation with pay ......ssccssssessereeeeers 8 
Employment office .......sssceseseeseees 8 
Training department ..........0:s0+ 8 
SE ilaiiliettbinbaititiersinseevivcnecessee 8 
I III sisensiiscnccescnccencensecesens 8 
Personnel review .....s..sccscssseseeeeees 8 
NE IE siitihcitssaviinsecesersensinasnmeres 8 
Employees’ discounts ...........s000 8 
Hospital or first aid «0.0.0... 8 
MNES MUIR. scictinnteseacsenremnesenseceecs 7 
Medical examination... 6 
Scholarships and educational aids.. 6 
STINET chshnndinsliniiicesnieniiisansesesesersesensesse 6 
Psychological tests «0... 5 
Old-age Pensions ........cssseeseeeeeees 5 
Mutual benefit associations ............ 4 
BN IIIIED scasescniccssinnscsnseneescnsinscoee 4 
GE IIIID: chiiannditsiiininnchinnsnettsnsnenesescsses 4 


Employees’ musical associations .... 2 


NORD in cisitetncicinticicailitinannies 2 

Building and loan or savings as- 
ED seri cccscietnevsscneecibciibnstansnces 1 

GROUP INBUTANCE ......ccceccscosscosceseeseee 0 


Employees Per Member of the 
Training Department 


A comparative study was also 
made as to the average number of 
employees on the payroll in relation 
to the employees in the training de- 
partment. The average for the eight 
stores was found to be 365 employees 
for each member of the training de- 
partment but the fluctuations among 
the stores were very great. The largest 
store in the group had one training 
representative for every 191 em- 
ployees, while the store with the 
smallest training department showed 
one member for every 716 employees. 


Sales Per Employee 


Another comparative study was 
made to show the per cent of selling 
and nonselling employees to the total 
number on the payroll and sales per 
salesperson and per employee of the 
store. This analysis showed that on 
an average 58 per cent of the total 
employees in the eight stores are non- 
selling and 42 per cent selling. The 
average yearly sales per salesperson 
were found to be $21,100, ranging 
from $32,000 in one store to $15,600 
in another. The sales per employee in 
the stores averaged $9,250, ranging 
from $13,000 to $8,000 in the various 
stores in the group studied. These 
figures compare closely with other 
studies which have been made on this 
subject. 
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Certain stores may have valid rea- 
sons for maintaining a high per cent 
of nonselling help in order to provide 
numerous services to the customer. In 
fact, several of the stores averaging 
the highest sales per salesperson 
maintained the highest per cent of 
nonselling help. The largest store in 
the group had a ratio_of 37 percent 
salespeople to 63 per cent nonselling 
employees. This represents the high- 
est per cent of nonselling people in 
any of the stores studied. 


= 
STORE LOCATION 
FACTORS 
Factors governing advantageous 


store location may be classified as 
those that determine a choice between 
cities and those that determine the 
selection of a site within a city. The 
relative importance of these factors 
varies with the type of store for which 
a location is being sought. 

The factors determining the choice 
of site in a town or city that has been 
found desirable are: 

I. Nature and amount of traffic on 

different streets 


1. State of mind of people when 
they pass the location (shop- 
ping mood,  get-to-business 
mood, banking mood, amuse- 
ment mood, etc.) 

2. Number of passers-by in the 
right mood to buy the offer- 
ings of the type of store in 
question 


II. Proximity to competitive stores 
(desirable for shopping institu- 
tions ) 

1. Existence of competition 
2. Trend of shopping center 


III. Accessibility 
1. Transportation facilities 
2. Distance from chief residen- 
tial section and hotels 
. Amount of congestion 
. Available parking spaces 
5. Side of the street most pre- 
ferred by customers 
6. Nature of surroundings 


> W 


IV. Availability of desired location 
1. Rent asked by landowner or 
cost of land and building 
a) Appraised value of property 
2. Alterations necessary 
3. Zoning ordinances 
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Book Reviews 


McNair, Matcotm P., and Gracc, CHARLES 
I., Problems in Retail Distribution. New 
York: McGraw-Hill Book Company, Inc., 
1930. 

The Harvard Bureau of Business Re- 
search has been foremost in applying the 
case method to business. A volume by Don- 
ald K. David, entitled Retail Store Man- 
agement Problems, made the initial contri- 
bution to retailing in 1922. This was re- 
placed in 1926 by Problems in Retailing, 
written by David and McNair. The pres- 
ent volume, along with a companion book, 
Problems in Retail Store Management, is 
intended to replace this. 

While some of the problems appearing 
in the previous book are repeated, the pres- 
ent work is not only enlarged to provide 
two volumes but shows improvement in or- 
ganization and selection of case material. 

Probably the chief point of interest is the 
fact that the book includes cases on many 
current problems that have become im- 
portant only in the last few years. Cases 
on branch-store operation, and over-the- 
counter selling by mail-order concerns are 
welcome additions to retailing literature. 

In numerous instances, the authors have 
been able to use the actual names and fig- 
ures of the stores considered. The lack of 
necessity to disguise many of the stores 
adds greatly to the interest of the present 
work. 

Like its predecessors, Problems in Retail 
Distribution does not include simply state- 
ments of cases calling for solutions on the 
part of the student. It is also an important 
source book of information on store organi- 
zation, policies, and practices. By making 
use of the index the reader will find in it, 
or in its companion book, up-to-date and 
authentic information on probably every 
major phase of retailing. 

J. W. W. 


DAMERON, KENNETH, Men’s Wear Mer- 
chandising. New York: The _ Ronald 
Press Company, 1930. 


Kenneth Dameron, student of merchan- 
dising, trade association worker, and re- 
search investigator, has reflected his varied 
experience in men’s wear merchandising in 
the first complete book of its kind. Al- 
though it is based on data supplied by 6,000 
retailers, wholesalers, and manufacturers, a 
desirable balance between theory and prac- 
tice is maintained. 

Men’s Wear Merchandising is a_ broad 
treatise, covering not only the retailing of 
men’s wear, but also the merchandising 
problems of wholesalers and manufacturers. 

One of the more technical and valuable 
chapters in the study is the one on size and 
fit. Several useful tables give manufactur- 
ers’ experiences of size distribution. Sample 
orders, based on these tables, show the 
proper range of sizes and the number of 
items of each size to be ordered by retail 
dealers. 

The author’s chapter on codperative re- 
tail buying, including a discussion of the 
social and legal aspects of group buying, is 
especially timely since the recent agitation 
of manufacturers against it. 


oS 


Buewier, E. C., Debate Handbook, The 
Chain Store Question. Lawrence, Kan- 
sas: University of Kansas, 1930. 


Stimulated by the recent lively discussion 
against and in favor of the chain store in 
retail distribution, Mr. E. C. Buehler of 
the University of Kansas has compiled a 
Debate Handbook on the chain-store ques- 
tion. The work consists of a brief, a bib- 
liography, and selected articles for and 
against the chain store. 

The articles selected for the “handbook” 
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are written by many well-known authori- 
ties on the subject of chain-store distribu- 
tion who have been carefully chosen so that 
in general only unbiased opinions are given. 
The discussion covers practically every 
phase of the chain-store problem. 

Although the work was written and com- 
piled primarily as a source of information 
for high-school and university students and 
debaters, others interested in the chain- 
store question will also. find a wealth of 
material in this pamphlet of 200 pages. 

oO. F. = 


Mc Garry, Epmunp D., Mortality in Retail 

Trade (University of Buffalo Studies in 
No. 4). Buffalo: 
Business and Social Research, 1930. 


Business, Bureau of 


Thousands of retailers withdraw from 
business yearly. Mr. Mc Garry, after a 
ten-year study of the retail-mortality prob- 
lem, presents the facts as he finds them, 
suggests causes for existing conditions, and 
offers remedies. 

This collection of statistics is confined to 
four types of stores: grocery, drug, hard- 
ware, and shoe, with the assumption that 
these offer a representative cross-section 
of the retail field. The results are startling. 
According to the figures presented, 60 per 
cent of the grocery stores in Buffalo with- 
draw from business the first year, while 
43.8 per cent of the shoe stores, 34.5 per 
cent of the hardware, and 26.6 per cent of 
the drug stores do likewise. 


The high rate of business mortality is 
found to be due primarily to the lack of 
foresight and enterprise so often manifest 
in the retailer as well as to the ascendancy 
of the chain store which employs the better 
retailers, rents the best locations, and in 
every way competes with the independent 
store. 

Retail-store mortality means waste to the 
retailer, the wholesaler, and to the con- 
sumer. The latter pays in increased prices. 


As remedies for the condition, the study 
suggests general education of the retailer 
towards increased efficiency and also sug- 
gests restrictions to make the entering into 
the retail field more difficult. 

The book contains many interesting and 
worth-while charts and graphs indicating 
current trends. The material is given in a 
straightforward, forceful manner with many 
simple examples by way of illustration. 

M. K. 


Crosstey, ArcHisALD M., Watch Your 
Selling Dollar. New York: B. C. Forbes 
Publishing Company, 1930. 

Watch Your Selling Dollar is a con- 
sideration of modern requirements in mar- 
keting. It is written by 2 research man 
who likes to probe into the subtle reason- 
ing of buyers and sellers. Lack of organiza- 
tion is more than offset by the freshness 
of the material. 

Market analysis is discussed from the 
angle of consumer demand. The demands 
of the average customer are interpreted 
from the living and buying habits of an 
average American. Following such an 
analysis are suggestions concerning how 
much can be sold in a territory, including 
the establishing of sales quotas and methods 
of checking salesmen. Useful charts illus- 
trate the author’s treatise of the distribu- 
tion methods that will yield the greatest 
results, the cost of distribution, manufac- 
turers’ relations with distributors, and con- 
sumer controls. 

A plea for scientific research in business 
is the underlying theme. Since the author 
is engaged in commercial research, his 
opinions on how to make research worth its 
cost are of outstanding importance. 


Retailers will find this work an aid in 
establishing in their minds the meaning of 
consumer demand. The numerous charts 
help to clarify and crystallize those other- 
wise intangible aspects of consumer control. 

E. O. S. 
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Net Profits Today and Tomorrow 


What policies to adopt in the face 
of a grievous business situation is a 
problem that is perplexing many mer- 
chants today. Should the chief em- 
phasis be placed upon salvaging as 
much immediate net profit as possible 
or upon building a foundation that will 
lead to net profits in the prosperous 
years that are ahead? 

Those who have embraced the for- 
mer policy are hard put to it to achieve 
their ambition. A continuation of 
even moderate immediate net profits 
means either herculean efforts at sales 
promotion or a paring down of costs 
and expenses—or a combination of 
both endeavors. If first emphasis is 
placed on promotion, the merchant 
finds that purchasing power has actual- 
ly been curtailed—partly by unem- 
ployment and partly by the cutting off 
of speculative profits that represented 
a sizeable supplementary income to 
many in 1928 and 1929. 

If a woman has only $25 to spend 
for a dress where she formerly had 
$40, no amount of promotion of great- 
er values at the old $39.50 price line 
will prevail on her to purchase. If the 
$25 prices are promoted, results are 
better but still sales volume is not 
maintained and many expenses charged 
to the former $39.50 sale continue un- 
reduced even though the sale is now 
only $25. Since many expenses vary 


with the number of sales transactions 
handled, rather than with the value of 
the sales, any lowering of price lines 
tends to affect net profits adversely. 

If instead of seeking volume in 
times like these, the store elects to fol- 
low a rigid economy program, it runs 
great risk of lopping off service fea- 
tures that actually contribute much to 
good will and thus to future profits. 
Particularly, any reduction in the pub- 
licity expense percentage is likely to 
result in customers turning perma- 
nently to those stores that are making 
every effort to attract them and offer 
them good values at popular prices. 

The difficulties of maintaining vol- 
ume and the dangers of expense re- 
ductions make the goal of substantial 
immediate net profits an almost im- 
possible one for the average merchant. 
While a few stores do show good 
gains, these are at the expense of com- 
petitors and do not represent a general- 
ly satisfactory situation. 

The farsighted merchant will not 
give first attention to salvaging as 
much net profit as possible from the 
business collapse. He will rather build 
for the future and put himself right 
with the public, so that he may make 
net profits in the coming years of pros- 
perity. He will follow an aggressive 
sales promotion and merchandising pol- 
icy, not simply to overcome the pres- 
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ent sales resistance caused by pessi- 
mistic psychology, but also to place the 
store in a strategic position in the 
mind of the consumer. Thus, it may 
be the first to reap the benefits of re- 
covery. There is ample evidence that 
business institutions that have gained 
the favorable attention of the public 
in times of depression continue to hold 
the limelight even when more tardy 


competitors begin to proclaim their 
wares as loudly. 

Not only must publicity be sus- 
tained, but the commodities and ser- 
vices announced must be kept at a 
high standard of excellence. Particu- 
lar attention must be placed on com- 
pleteness of stock assortments and 
adequacy of service. The entire per- 
sonnel must be reviewed at this time 
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to ensure that every employee is quali- 
fied to produce results during the next 
few years. The physical plant should 
also now be placed in first-class condi- 
tion to handle future business. The 
advantage of the early start towards 
recovery in a period of depression 
cannot be overemphasized. 

The business man has been cursed 
with his insistence on yearly and even 
monthly profits—while the only end 
worth seeking is a sizeable net profit 
over a business cycle. Fat years will 
surely be followed by lean, but the 
years of plenty will come again. In 


1930, the ability to escape net loss 
shows successful management, while 
in 1928 a net profit of 3 per cent of 
sales represented no more than aver- 
age management for many stores. 

It is not the performance of any 
one year that counts; it is the average 
over the cycle. When the business 
man realizes this fact, panic will pass 
away and in the period of depression 
the merchant will build a secure foun- 
dation for a profit structure that will 
reach new heights in the years to 
come. 


J. W. W. 
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